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1967:  year  of  the  cautious  consumer 

but  net  income  up  8.6%  on  7.7%  sales  gain;  per  share 
earnings  rose  31  cents,  continuing  long-term  trend,  page  1 


Growth  from  within 

1.2  million  square  feet  of  department  store  space  added  in 
nine  major  markets;  discount  stores  planned,  page  4 


Ralphs:  new  business  for  Federated 

grocery  pioneer  joins  Federated  family;  operates 
52  quality  supermarkets  in  greater  Los  Angeles,  page  10 
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Highlights 


Annual  Report  for  53-week 
fiscal  year  ended  February  3,1968 


Results  include  Ralphs  Industries  for  both  1967  and  1966 


1967  net  sales  <1.7  billion 

Up  7.7% 

1967  net  income  after  faxes  <83  million 

Up  8.6% 


1967  earnings  per  share  <3.84 

Up  31  cents 

1967  return  on  shareholders' investment  15.1% 

1966  return  15.1% 

1967  dividends  per  share  <1.70 

1966  dividends  <1.675 


Per  share  growth 

Chart  based  on  information  published  in 
the  Ten-Year  Summary  on  pages  24  and  25. 
Figures  adjusted  to  reflect  2-for-l  split 
in  1960. 
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Earnings 


Letter  to  Shareholders 


For  the  purposes  of  this  report  we 
have  included  the  results  of  our  new 
subsidiary ,  Ralphs  Industries ,  for 
fiscal  1966  as  well  as  fiscal  1967. 
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Dear  Fellow  Shareholder:  We  are  happy  to  report 
that  your  company  achieved  record  sales  and  earn¬ 
ings  in  fiscal  1967. 

Sales  were  $1,680,746,955  for  the  53  weeks  ended 
Feb.  3,  1968  compared  with  $1,560,662,947  for  the  52 
weeks  in  fiscal  1966,  an  increase  of  7.7%  (see  note  at 
left).  On  a  52-week  basis,  the  sales  gain  was  6.3%. 

Net  income  was  $83,253,757  compared  with 
$76,641,251  in  1966,  up  8.6%.  Pre-tax  income  as  a  per 
cent  of  sales  was  9.4%  compared  with  9.3%. 

Earnings  per  share  were  $3.84  compared  with  $3.53. 
Dividends  were  $1.70  compared  with  $1,675. 

Return  on  shareholders’  equity  was  15.1%,  the  same 
as  in  fiscal  1966. 

We  think  it  is  significant  that  the  results  recorded  in 
this  report  are  part  of  a  long-term  trend,  since  no  single 
year  is  truly  indicative  of  a  company’s  performance.  The 
growth  shown  in  this  latest  Federated  year  reflects,  and 
was  built  on,  growth  in  earlier  years.  Similarly,  in  this 
year  of  good  performance,  your  company  continued  to 
move  aggressively  to  build  the  foundations  for  future 
growth.  Our  growth  program  has  taken  two  directions. 

We  have  continued  to  expand  our  traditional  busi¬ 
ness.  In  1967,  we  added  nearly  1.2  million  square  feet 
of  department  store  space  by  building  eight  new 
branches  and  making  additions  to  two  of  our  downtown 
stores  and  to  an  important  branch  store.  For  the  last  four 
years,  we  have  averaged  nearly  a  million  square  feet  of 
new  store  space  per  year.  At  the  same  time,  sales  from 
previously  existing  units  have  gone  up.  Approaching  the 
idea  of  internally  generated  growth  from  a  different 
angle,  we  organized  a  discount  division,  Gold  Circle 
Discount  Stores,  to  capitalize  on  the  huge  mass  market. 
(See  page  four.) 

While  our  primary  emphasis  remains  the  continued. 
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Per  share  earnings  and  dividends  (dollars) 


Total  earnings 


Earnings  retained 
Dividends 


3.09 


3.39 


1.55 


3.53 

(1) 


1.675 

(2) 


3  84 
(1) 


1.70 

(2) 
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(1)  Including  Ralphs.  (2)  Paid  on  Federated  shares. 


Department  store  facilities  1958-1968 

(thousands  of  square  feet ) 


February  3, 1968 
Hi  February  1 ,  1958 


44.247 


16,905 


Total 


profitable  development  of  our  department  store  business, 
we  also  added  a  new  dimension  to  our  ability  to  serve  the 
American  customer  by  acquiring  Ralphs,  a  quality  super¬ 
market  chain  operating  in  Greater  Los  Angeles.  The 
Ralphs  contribution  to  Federated  should  be  substantial 
in  years  to  come.  (See  page  10.) 

During  1967,  Federated  continued  the  orderly  de¬ 
velopment  of  its  top  management  begun  some  years 
ago.  Ralph  Lazarus  became  chairman  of  the  board, 
succeeding  his  father,  Fred  Lazarus,  Jr.,  who  remained 
chairman  of  the  executive  committee.  J.  Paul  Sticht 
became  president  of  the  company.  Maurice  Lazarus 
continues  as  vice  chairman  of  the  board.  The  new  struc¬ 
ture  will  permit  Federated  to  make  optimum  use  of  its 
managerial  strengths. 

Looking  back  at  the  year  just  ended,  we  should  re¬ 
port  that,  even  in  this  time  of  plenty,  consumer  caution 
was  a  primary  fact  of  retailing  life.  The  gains  your  com¬ 
pany  made  in  1967  were  achieved  despite  the  customers 
very  evident  reluctance  to  spend.  That  reluctance,  in 
turn,  was  based  on  some  equally  obvious  factors  that 
served  to  restrain  consumer  confidence.  Vietnam,  infla¬ 
tion,  the  possibility  of  a  tax  increase,  and  a  host  of  other 
worries  prompted  consumers  to  save  at  a  rate  of  approxi¬ 
mately  7%  of  disposable  income— some  20%  above  the 
long-term  average  rate.  A  high  savings  rate  means,  of 
course,  that  less  of  the  consumers  disposable  income  is 
available  for  retail  purchases.  Nevertheless,  after  a  rela¬ 
tively  slow  first  quarter  (sales  were  up  3.0%  ),  your  com¬ 
pany  showed  sales  increases  (excluding  Ralphs)  of 
5.9%  in  the  second  quarter,  8.4%  in  the  third,  and 
11.6%  in  the  fourth. 

We  think  this  rising  trend  is  encouraging  as  we  con¬ 
template  the  current  year.  Even  though  the  business 
climate  will  continue  to  be  difficult  in  1968,  the  prob¬ 
lems  we  face  are  the  very  ones  we  dealt  with  successfully 
last  year.  Thus,  they  should  be  placed  in  proper  per¬ 
spective  against  the  background  of  an  extremely  pros¬ 
perous  economy.  This  is  a  time  of  high  and  rising 
incomes;  consumer  income  is  expected  to  increase  by 
about  7%  in  1968.  Even  if  savings  continue  at  their 
present  rate,  there  is  room  for  substantial  gain  in  retail 
sales.  And  we  are  ready  to  capitalize  on  the  opportunity. 

The  new  store  space  built  in  1967  will  be  in  business 
and  contributing  to  sales  and  profits  for  the  entire  year 
instead  of  just  the  last  half.  Several  other  units  built 
earlier  are  just  now  reaching  full  production.  In  addi¬ 
tion,  new  stores  are  planned  for  mid-1968  opening. 

Our  department  store  sales  increases  in  1967  were 
again  national  in  character.  The  distribution  of  sales 
was  essentially  unchanged  from  1966:  37%  came  from 
the  East  and  Northeast;  25%  from  the  Midwest;  21% 


from  the  South  and  Southwest;  17%  from  the  Pacific 
Coast.  Credit  sales  accounted  for  63%  of  our  volume. 

Federated  took  no  further  action  in  the  international 
market  in  1967.  We  continue  to  have  in  Europe 
$20  million  raised  by  selling  convertible  debentures 
there.  The  money  is  invested  in  short-term  loans  and 
is  earning  more  interest  than  we  are  paying  on  it. 

At  the  corporate  level,  and  in  all  our  operating  di¬ 
visions,  Federated  is  actively  concerned  with  the  re¬ 
vitalization  of  our  cities  and  with  the  extension  of  full, 
first-class  economic  citizenship  to  members  of  minor¬ 
ity  groups.  As  one  expression  of  this  interest — and  it  is 
only  one  of  many — we  added  a  vice  president  for  urban 
affairs  to  our  staff  this  year. 

With  regret  we  take  note  of  the  retirement  into  “sec¬ 
ond  careers”  of  two  men  who  have  contributed  signifi¬ 
cantly  to  Federated.  Alfred  H.  Daniels,  chairman  of  the 
board  of  Burdine’s,  has  entered  into  a  life  of  teaching 
and  active  scholarship.  Mahlon  E.  Arnett,  president  of 
Bullock’s-Magnin  Co.  and  a  director  of  Federated,  will 
devote  his  energies  to  an  impressive  list  of  civic  enter¬ 


prises  he  has  already  served  well  for  many  years. 

In  closing  this  report  on  a  most  satisfying  year,  we 
want  to  direct  our  shareholders'  attention  to  the  men 
and  women  —  including  our  vendors  and  suppliers,  both 
domestic  and  foreign  — who  make  Federated  what  it  is. 
People,  on  both  sides  of  our  counters,  are  our  primary 
corporate  concern  —  the  people  who  prefer  buying  from 
us,  and  the  people  who  make  our  stores  unexcelled 
places  in  which  to  buy.  It  is  these  latter  who,  at  all  levels 
of  the  company,  daily  meet  the  challenges  of  our  swiftly 
growing  business.  They  hold  the  key  to  our  future.  They 
deserve  the  chief  thanks  for  the  growth  we  have 
achieved  in  1967.  And  we  do  thank  them. 

Respectfully  submitted , 

Ralph  Lazarus 

Chairman  of  the  Board 

J.  Paul  Sticht 

President 

By  Order  of  the  Board  of  Directors,  April,  1968. 


Ralph  Lazarus  and  J.  Paul  Sticht 


Annual  meeting 

All  Federated  shareholders  are  invited 
to  attend  our  1968  annual  meeting. 

It  will  be  held  at  2  p.m.  on  Tuesday , 
June  4th ,  at  Federated’s  head - 
quarters ,  222  West  Seventh  Street , 
Cincinnati ,  Ohio. 
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...your  company  continued 
to  move  aggressively  to 

build  the  foundations 
for  future  growth 


On  Aug.  10, 1965  a  number  of  thoughtful  people  in 
the  financial  community  began  to  raise  searching 
questions  about  Federated’s  ability  to  expand  and 
grow  in  the  future  as  it  had  in  the  past.  They  were 
prompted  by  a  news  story  of  that  date  reporting  a  Fed¬ 
eral  Trade  Commission  announcement  that,  in  effect, 
confirmed  Federated’s  acquisition  of  Bullock’s  (the  larg¬ 
est  in  our  history),  but,  at  the  same  time,  imposed  re¬ 
strictions  on  further  acquisitions.  For  a  five-year  period, 
your  company  agreed  not  to  acquire  other  department 
stores  in  the  United  States  without  prior  FTC  consent. 

To  many,  who  credited  Federated’s  rapid  growth  pri¬ 
marily  to  its  affiliation  with  independent,  family-owned 
department  stores,  this  seemed  a  crippling  blow. 

We  said  it  wasn’t.  We  said  that  we  were  prepared  to 
maintain  our  growth  —  as  measured  by  earnings  per 
share  —  despite  it. 

Growth— in  sales,  in  earnings,  in  dividends— has  con¬ 
tinued.  The  year  of  the  FTC  decision  itself— 1965— was 
our  best  to  that  date.  But  it  was  topped  by  1966,  and 
1967  was,  as  documented  in  this  report,  better  yet.  (See 
ten-year  summary  on  pages  24  and  25.) 

This  record  was  established  by  expansion  of  our  tra¬ 
ditional  department  store  business,  both  in  terms  of 
more  square  footage  and  more  sales  from  already  exist¬ 
ing  units.  In  addition,  we  laid  the  groundwork  in  1967 
for  a  new  division,  Gold  Circle  Discount  Stores,  and 
acquired  Ralphs,  a  quality  Los  Angeles  supermarket 
operation.  (See  story  on  page  ten  for  a  full  report  on 
this  development.)  Both  moves  have  important  implica¬ 
tions  for  future  growth. 

Department  stores,  however,  are  still  our  major  busi¬ 
ness.  A  few  basic  observations  about  their  growth  and 


profit  opportunities,  therefore,  are  of  first  importance 
in  understanding  how  your  company  regards  the  future. 
In  a  word,  we  think  these  opportunities  are  substantial. 

Growth  in  our  traditional  businesses  will  come  in  two 
ways:  by  building  more  stores,  and  by  getting  more  out 
of  the  stores  we  already  own.  In  1967,  we  continued 
our  practice  of  doing  both. 

We  would  have  topped  1 966  figures  even  if  we  had  not 
added  any  more  stores  in  1967.  The  nearly  1.2  million 
square  feet  we  did  build  served  to  give  us  substantial 
plus  volume.  Interestingly  enough,  our  downtown  stores, 
which  we  continually  modernize  and  revitalize,  are  also 
growing  — in  spite  of  suburban  pressure. 

In  1967,  our  downtown  stores,  as  a  group,  did  more 
business  than  they  did  in  1966.  Even  more  significantly, 
they  did  more  than  they  did  in  1957.  Considering  only 
those  stores  owned  both  years  (Rike’s,  Bullock’s-Magnin 
Co.  and  Goldsmith’s  joined  Federated  after  1957), 
downtown  volume  increased  19%  in  that  decade.  This 
is  the  same  ten-year  period  in  which  downtown  business 
for  many  stores  was  eroding  to  an  alarming  degree. 

This  pattern  of  continued  growth  holds  true  for  older 
suburban  units  as  well.  It  is  our  practice  to  build  stores 
“tight”  so  that  they  are  profitable  immediately.  We  would 
rather  have  to  begin  plans  for  expansion  the  week  after 
a  store  opens  than  over-build  and  wait  years  for  the 
volume  to  catch  up  to  the  size  of  the  plant. 

The  ultimate  volume  potential  of  some  branches  is  so 
great  they  really  have  to  be  looked  on  as  being  in  some 
third  category;  they  are  not  downtown  stores,  by  defini¬ 
tion,  but  they  are  too  large  to  be  conveniently  lumped 
with  “branches”  in  the  historic  sense.  Abraham  &  Straus’ 
Hempstead  unit  on  Long  Island  is  a  case  in  point.  It  is  a 


Statuary  group ,  **Early  Ohio  Family  ”  hy  Fred  Meyer  at  mall  entrance  to  Lazarus  Eastland. 
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Short  Hills ,  Blooming  dale*  s  newest  branch, 
received  rave  reviews  from  customers  and  press 
when  it  opened. 


Fashion-right  stocks  helped  older  Federated 
units  maintain  strong  growth  even  as  we  added 
1.2  million  square  feet  in  1967. 


true  anchor  store  for  one  of  the  most  exciting  market 
areas  in  the  United  States.  Hempstead  does  more  busi¬ 
ness  than  a  number  of  well-known  downtown  stores 
around  the  country.  It  ranks  eighth  in  sales  among  Fed¬ 
erated’s  98  stores  and  is  producing  a  volume  five  times 
that  originally  projected  for  it.  This  year  it  will  be  sub¬ 
stantially  expanded  for  the  fourth  time. 

While  your  company  is  encouraged  by  history  to  look 
for  the  continued  profitable  development  of  existing 
units,  we  have  no  intention  of  slacking  off  on  the  build¬ 
ing  program  that  has  been  averaging  nearly  a  million 
square  feet  per  year  for  the  last  four  years.  In  1967,  we 
added  88,000  square  feet  to  Rike’s  downtown  store  in 
Dayton,  Ohio;  40,000  square  feet  to  Bloomingdale’s 
main  store  in  Manhattan;  110,000  square  feet  to  Foley’s 
Sharpstown  store;  and  built  eight  new  branches.  They 
illustrate  some  of  the  different  ways  we  plan  to  expand 
to  take  advantage  of  specific  market  conditions. 

•  I.  Magnin  opened  three  new  stores  in  1967.  These 
are  specialty-store  size,  elegantly  appointed  shops  de¬ 
signed  to  render  to  discriminating  customers  the  highly 
individualized  service  for  which  Magnin’s  is  famous. 

The  five  remaining  stores  opened  in  1967  represent 
one  of  the  most  exciting  trends  in  retailing  today— a  real 
creator  of  growth  opportunities  for  those  who  seize  them. 

Until  about  a  decade  ago,  trading  areas  didn’t  change 
very  rapidly.  Once  established  they  could  be  expected  to 
endure  for  a  generation  or  more.  When  the  limited  num¬ 
ber  of  store  sites  in  such  an  area  were  gone,  expansion 
possibilities  beyond  those  created  by  natural  population 
growth  were  gone  along  with  them. 

The  vast  new  network  of  high-speed  highways 
through,  around,  and  connecting  most  metropolitan 
areas  has  changed  that.  These  new  highways  have  re¬ 
defined  the  trading  areas  of  yesterday.  Customers  can 
move  to  market  from  ever  greater  distances  and  in 
shorter  time.  A  single  store,  therefore,  can  serve  an  ever- 
iarger  market  area.  What’s  more,  the  highways  them¬ 
selves  create  commercial  and  residential  opportunities 
and  determine  where  population  concentration  will 
build  up.  Our  sights  have  been  raised  from  small,  con¬ 
venience  branches  to  substantial  units  in  impressive 
regional  centers  that  offer  a  complete  range  of  customer 
services.  Thus,  in  1967: 

•  Bloomingdale’s  set  up  shop  in  the  Short  Hills  Mall,  a 
regional  shopping  complex  in  New  Jersey.  The  Blooming¬ 
dale’s  store  was  said  by  Barron’s,  the  national  financial 
weekly,  to  have  “set  this  posh  New  Jersey  suburb  back 
on  its  heels.”  Barron’s  estimates  that  75,000  people— 
roughly  five  times  the  population  of  Short  Hills— showed 
up  during  the  two  hours  of  pre-opening  festivities. 
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Dramatic  merchandise  presentation  tells  important  fashion  stories  quickly  to  today's  mobile  customer. 


•  Burdine's  built  Westland,  near  Hialeah,  its  seventh 
unit  in  the  South  Florida  trading  area.  It  was  designed  to 
serve  as  the  anchor  store  for  what  may  well  become  this 
booming  areas  newest  major  shopping  center. 

•  Lazarus,  in  Columbus,  opened  its  Eastland  store. 
When  completed  in  1968,  the  Eastland  Center,  which 
is  keyed  to  Ohio's  new  inter-state  highway  system,  will 
cover  64  acres  housing  some  50  stores  in  an  enclosed, 
air-conditioned  mall. 

•  Foley's  opened  its  Northwest  store  — anchor  unit  of 
the  regional  center  to  be  known  as  Northwest  Mall.  The 
center  is  located  within  a  15-minute  drive  of  400,000 
Greater  Houston  customers.  Foley's,  incidentally,  has 
racked  up  something  of  a  record.  This  one  division  added 
some  500,000  square  feet  of  new  store  space  between 
September,  1966  and  August,  1967. 

•  Milwaukee's  Boston  Store  opened  its  store  at  Brook¬ 
field  Square,  Wisconsin's  first  enclosed-mall  shopping 
center,  and  another  development  keyed  to  the  inter¬ 
state  highway  system.  Brookfield  will  house  some  60 
tenants  in  one  million  square  feet  to  serve  more  than  a 
half  million  people  who  live  within  easy  driving  distance. 


Our  1967  new-space  figure  of  nearly  1.2  million 
square  feet  takes  into  account  the  closing  of  a  small  Fed¬ 
way  store  in  Bakersfield,  Cal.  in  January. 

In  the  next  two  years  we  will  build  more  than  two 
million  square  feet  of  new  department  store  space,  con¬ 
tinuing  the  one-million-foot  average  we  have  been  main¬ 
taining,  a  figure  we  also  project  several  more  years  into 
the  future.  Next  year  we  will  open  two  new  branches 
(Filene's  Burlington  and  Bullock's  La  Habra)  and  ex¬ 
pand  two  units  (A&S’  Hempstead  and  Lazarus'  North¬ 
land)  for  a  total  of  626,000  square  feet.  In  1969,  we 
plan  to  open  nearly  1.5  million  square  feet.  The  vari¬ 
ation  in  rate  is  more  apparent  than  real.  Construction 
timing  brings  new  stores  to  market  in  a  ragged  pattern, 
but  the  one-million-square-foot  trend  is  consistent. 

With  all  the  growth  in  traditional  department  stores 
we  have  experienced,  and  expect,  we  moved  in  another 
direction  as  well  in  1967  — and  for  good  reason. 

Since  1960,  two  seemingly  contradictory  trends  have 
dominated  the  retail  scene.  Our  department  store  divi¬ 
sions  are  unanimous  in  reporting  that  their  customers 
have  been  “trading  up''  these  last  few  years  —  expressing 
both  their  desire  for  better  merchandise  and  service  and 
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Lazarus  Eastland,  one  of  the  major  branches 
opened  in  1967,  illustrates  contemporary 
feeling  and  excitement  customers  like . 


their  willingness  to  pay  for  them.  At  the  same  time, 
customers  across  the  country  have  been  turning  in  in¬ 
creasing  numbers  to  the  so-called  “discount”  stores. 
Sales  through  discount  stores  have  grown  from  $3  bil¬ 
lion  in  1960  to  an  estimated  $16  billion  in  1967— con¬ 
vincing  evidence  that  the  discount  formula  (price 
appeal,  convenient  location,  long  hours,  minimal  ser¬ 
vice)  has  a  basic  attraction  for  huge  numbers  of  fami¬ 
lies.  In  fact,  it  is  probable  that  most  families  are  discount 
customers  for  some  kinds  of  goods,  at  some  times,  and 
under  some  circumstances.  Discounting  fills  a  real  niche 
in  the  distribution  chain. 

This  is  why,  after  some  years  of  study,  your  company, 
in  1967,  decided  to  enter  the  discount  field.  We  believe 
that  discounting  can  provide  real  profit  opportunities  in 
the  future.  We  are  not  vain  enough  to  think  that  we  are 
automatically  assured  of  success  in  this  new  venture.  At 
the  same  time,  we  have  always  felt  that  our  stock-in- 
trade  is  knowledge  of  customers  and  how  to  serve  them 
—and  that  kind  of  expertise  should  prove  as  useful  in  dis¬ 
counting  as  it  has  been  in  our  traditional  operations.  In 
addition,  we  think  we  may  be  able  to  bring  to  the  field  a 
measure  of  the  department  store’s  fashion  sophistica¬ 
tion.  Historically,  discounters  have  enjoyed  their 
greatest  success  in  non-fashion  merchandise  such  as  ap¬ 
pliances,  hardware,  and  sporting  goods. 


We  plan  to  build  three  Gold  Circle  Discount  Stores 
in  Columbus,  Ohio  — the  first  two  to  open  in  1968.  Each 
will  be  a  free-standing  unit  of  116,000  square  feet,  of 
which  24,000  square  feet  will  be  devoted  to  a  leased 
supermarket  operation.  These  stores  will  feature  the 
discount  store  appeals  of  convenience  and  extended 
hours  of  operation,  and  we  intend  that  they  shall  be 
vigorous,  low-price  competitors. 

We  have  deliberately  chosen  Columbus  as  our  test 
city  for  a  variety  of  reasons.  We  have  been  doing  busi¬ 
ness  there  since  1851.  We  know  the  market  intimately. 
We  feel  we  can  give  our  new  idea  no  sterner  test  than 
to  pit  it  not  only  against  other  discount  competition,  but 
also  against  one  of  our  own  most  successful  department 
store  divisions.  Our  objective,  of  course,  is  to  develop  a 
prototype  that  can  be  exported  to  other  market  areas. 
That,  however,  rests  on  the  results  of  this  pilot  program. 

This,  then,  is  your  company’s  program  for  internal 
growth  in  the  years  ahead.  We  expect  our  existing  stores 
to  continue  to  grow  — and  to  grow  profitably.  We  expect 
to  add  an  average  of  about  a  million  square  feet  of  new 
department  store  space  annually.  We  will  test  discount¬ 
ing  thoroughly.  And  we  plan  to  explore  any  other  possi¬ 
bility  of  growth  that  permits  us  to  capitalize  on  our 
experience  in  serving  customers  while  adding  to  the 
worth  of  your  investment  in  Federated. 
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Gold  Circle  Discount  Stores  logotype  will  be 
used  in  signing,  advertising,  packaging. 


We  approach  this  ambitious  program  with  confidence 
primarily  because  we  feel  we  have  the  people  who  can 
do  the  job.  Over  the  last  decade  we  have  been  involved 
in  a  major  management  search  and  development 
project.  The  results  have  been  gratifying. 

All  of  our  divisions  —  and  our  central  office  —  are  now 
benefiting  from  the  vigor  and  stamina  of  a  generation 
of  young  managers,  most  of  them  developed  within 
our  own  organization.  At  the  same  time,  we  have  been 
careful  not  to  replace  our  seasoned  managements,  but 
to  augment  them.  The  success  of  this  course  is  indi¬ 
cated  by  Federated’s  record  in  1967— a  year  with  a  very 
substantial  number  of  operating  problems. 

A  new  growth  opportunity  of  the  kind  we  seek  de¬ 
veloped  last  year  — the  opportunity  to  add  a  distin¬ 
guished  supermarket  operation,  Ralphs,  to  the  Federated 
family.  That  story  is  fully  covered  on  the  following  pages. 


Young  customers  learn  early  that  shopping  can 
be  an  adventure  in  shoe  department,  Foley  s 
new  Northwest  Mall  store. 
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New  business  for  Federated 


pp 

%  %...we  also  added  a 
new  dimension  to  our  ability 
to  serve  the  American 
Customer  by  acquiring  Ralphs 


On  Jan.  21, 1968  your  company  bought  all  the  shares 
of  Ralphs  Industries,  operators  of  52  supermarkets 
and  related  food  processing  facilities  in  the  metro¬ 
politan  Los  Angeles  area,  fulfilling  an  agreement  an¬ 
nounced  in  November. 

The  action  stirred  up  a  lot  of  comment.  For  Ralphs, 
it  signaled  the  end  of  family  ownership  for  one  of  the 
oldest  grocery  businesses  in  the  United  States.  For 
Federated,  it  marked  an  entry  into  food  retailing,  a  field 
new  to  the  company.  Inevitably,  and  understandably, 
there  were  questions. 

Why  would  Federated  move  beyond  the  department 
store  field?  Why  would  it  pick  an  industry  with  a  lower 
percentage  return  on  sales  than  Federated  has  cus¬ 
tomarily  earned? 

The  answers  are  worth  recording  because  they  tell 
you  a  lot  about  how  we  see  the  future. 

As  a  company,  Federated  has  long  been  committed 
to  the  idea  of  growth  —  profitable  growth.  But  we  also 
know  that  we  can  invest  your  dollars  wisely  only  if  we 
have  drawn  a  careful  blueprint  of  tomorrow  — and  only 
if  we  test  each  new  venture  against  realistic  specifica¬ 
tions  for  a  profitable  future. 

These  are  the  standards  against  which  we  measure 
new  opportunities: 

The  new  enterprise  should  be  consumer-oriented.  We 
have  learned  to  know  the  American  customer  and  how 
to  serve  her.  In  acquiring  Ralphs,  though  we  have  moved 
into  what  is  for  us  a  new  area  of  consumer  service,  we 
are  dealing  with  the  same  customer  we  have  been  selling 
goods  to  all  along. 

The  new  business  must  make  a  contribution  to 
Federated’s  earnings  per  share  —  dollars  you  can  take  to 


the  bank  —  not  merely  profit  expressed  as  a  per  cent  of 
sales.  Ralphs  meets  this  test. 

The  new  business  must  offer  us  management  of 
demonstrated  ability.  Our  belief  in  decentralized  oper¬ 
ation— with  authority  for  operations  vested  in  local 
managements  sensitive  to  local  circumstance  —  puts  a 
premium  on  people.  The  Ralphs  history  demonstrates 
the  quality  of  its  management,  and  the  company’s 
ability  to  perpetuate  good  leadership. 

The  new  enterprise  must  have  growth  potential  in  its 
own  right.  There  is  opportunity  for  substantial  expan¬ 
sion  of  Ralphs’  business  in  the  California  trading  area. 

The  business  must  be  big  enough  to  justify  the  effort. 
Ralphs’  sales  of  $163  million  clearly  qualify  it. 

The  Ralphs  history  is  a  proud  one.  Founded  in  1873 
by  George  A.  Ralphs,  it  has  been  under  family  manage¬ 
ment  ever  since.  In  its  95  years,  it  has  earned  an  envi¬ 
able  record  for  both  pioneering  and  profits. 

Its  first  branch  store  was  opened  in  1911  when 
branches  were  a  novelty.  In  the  1960’s  alone,  it  opened 
28  new  units  (some  old  stores  were  closed).  It  is  an 
industry  profit  leader.  Approximately  90%  of  its  store 
sites  are  owned,  as  against  the  10%  which  is  usual  in 
the  industry. 

Ralphs’  superior  profit  performance  has  its  roots  in 
the  past.  For  Ralphs,  imagination  has  been  a  way  of 
life.  Before  the  turn  of  the  century,  Ralphs  built  over¬ 
night  accommodations,  including  stables,  to  make  it 
easier  for  farmers  from  outlying  areas  to  do  business 
with  them.  The  company  bought  up  whole  crops,  pay¬ 
ing  farmers  with  staple  merchandise,  and  early  earned 
a  reputation  for  volume  purchasing  and  passing  the 
savings  on  to  customers. 


Acquisition  of  Ralphs  marks  entry  into  retailing  field  new  to  Federated. 
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Product  purity  check  at  Ralphs'  creamery. 
Ralphs’  standards  were  adopted  as  basis  of 
California’s  dairy  sanitation  code. 


Ralphs’  creamery  bottles  more  than  92,000 
quarts  of  milk  and  produces  6,500  gallons  of 
ice  cream  a  day. 


Ralphs  built  what  may  have  been  the  first  real  super¬ 
market  in  the  country.  They  were  an  early  leader  in 
self-service,  cash-and-carry,  ample  free  parking  and 
check-out  service. 

Unable  to  find  milk  of  dependable  quality,  Ralphs 
established  its  own  creamery.  It  earned  such  a  reputa¬ 
tion  for  cleanliness  that  when  the  State  of  California 
adopted  a  code  for  dairy  sanitation,  it  copied  the  Ralphs 
practices.  Today,  the  Ralphs  creamery  processes  more 
than  92,000  quarts  of  milk  a  day,  and  produces  6,500 
gallons  of  ice  cream  of  40  varieties  in  23  flavors. 

When  the  company  could  not  buy  bread  at  a  satis¬ 
factory  price,  it  started  its  own  bakery  which  has  be¬ 
come  a  model  for  the  industry.  Daily  it  bakes  more  than 
25,000  loaves  of  bread,  in  30  varieties,  and  6,000  cakes, 
as  well  as  230  other  kinds  of  assorted  bakery  items.  Its 
cakes  in  particular  are  famous.  It  has  a  catalog  of  68 
standard  decorative  cake  designs  for  special  occasions 
from  birthdays  to  housewarmings,  and  will  make  any 
other  design  to  order,  following  the  customer’s  drawing 
or  photograph.  Many  Ralphs  cake  decorators  are  art 
school  graduates. 

“Pre-fabricating”  meat  is  a  Ralphs  innovation  that 
is  internationally  renowned.  Carcasses  move  along 
chain-driven  rails  in  a  27,000-square-foot  facility  as 
men  use  electric  saws  to  “break  them  down”  into  what 
are  known  as  “knife-ready”  cuts  (e.g.,  short  loins, 
rounds,  ribs,  etc.)  and  trim  off  fat  and  bone.  At  the 
end  of  the  fabrication  line,  the  cuts  are  bagged  in  plas¬ 
tic,  and  pushed  through  a  dry-heat  process  that  removes 
most  of  the  oxygen  from  the  bag  and  keeps  the  meat 
from  drying  out. 

The  benefits  are  many.  It’s  easier  to  keep  stores  in 
stock  so  the  customer  finds  what  she  wants.  The  meat 
cutter  in  the  store  has  a  simpler  job,  the  customer  gets 
better,  more  uniform  meat,  and  there  is  a  considerable 
increase  in  efficiency  and  reduction  of  waste. 

Two  recent  Ralphs  innovations  for  the  meat  shopper 
are  the  “see-through”  meat  container  that  allows  the 
customer  to  see  all  sides  of  a  prepackaged  cut  of  meat, 
and  the  “pop-up”  gauge  in  turkeys  and  roasts.  This  is 
a  disposable  meat  thermometer  inserted  in  the  turkey 
breast  which  pops  into  sight  when  the  bird  is  done. 

Ralphs’  delicatessen  kitchen  prepares  a  million 
pounds  of  salad  a  year  in  30  different  varieties,  as  well 
as  24  kinds  of  luncheon  meats,  27  cheese  items,  and 
other  specialties  sold  in  special  “deli”  sections. 

Much  of  the  Ralphs  success  must  be  credited  to  a 
management  point  of  view  that  looks  on  every  begin¬ 
ning  stockboy  as  a  potential  store  manager,  and  to  a 
training  program  that  is  geared  to  making  this  philos¬ 
ophy  work.  All  bakery,  “deli,”  non-food  and  produce 


Fancy  cakes  from  Ralphs’  bakery  are  famous. 
Company  offers  68  standard  designs ,  or  will 
create  to  customer’s  specification. 


clerks  go  through  a  four-week,  in-store  training  program. 
Cashiers  and  clerk  helpers  attend  a  company  training 
school  and  must  be  “certified”  before  meeting  the  public. 
Store  managers  and  assistants  are  given  special  train¬ 
ing  courses  conducted  by  the  training  director. 

The  Greater  Los  Angeles  market  is  complex  with 
many  ethnic  groups,  each  with  its  own  food  preferences. 
Ralphs  has  learned  it  can  boost  sales  significantly  by 
stocking  and  highlighting  foodstuffs  with  special  neigh¬ 
borhood  appeal.  This  ability  to  move  to  meet  the  needs 
of  a  particular  market,  without  losing  a  store’s  over-all 
identity  and  image,  seems  especially  significant  to  us. 

In  1968,  Ralphs  will  open  four  supermarkets  of 
25,000  to  29,000  square  feet  each:  Temple  City,  West 
Covina,  South  Gate,  and  La  Canada. 

The  association  with  Ralphs  can  have  valuable  rub- 
off  effects  on  the  rest  of  Federated.  We  expect  that  cross¬ 
fertilization  of  ideas  and  practices  can  help  us  in  many 
areas.  For  example,  the  Ralphs  record  proves  the  com- 


Ralphs  sales  trend  1958-1967  (millions  of  dollars) 
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Ralphs’  Simi  store ,  one  of  52  units 
operating  in  Greater  Los  Angeles. 


Ralphs'  meat  processing  plant  offers  efficiencies 
to  company ,  better  product  to  customer. 


pany  to  be  an  exceptional  day-to-day  operator  in  a  com¬ 
petitive  field,  able  to  provide  the  consumer  with  a  high 
level  of  goods  and  services  and  make  a  good  profit  while 
doing  so.  The  economies,  refinements,  and  efficiencies 
of  operation  Ralphs  has  put  into  practice  will  be  studied 
carefully  by  the  rest  of  Federated.  We  hope  for  new  in¬ 
sights  in  the  whole  area  of  mass  retailing. 

Ralphs  has  continued  its  history  of  innovation  by  such 
things  as  the  widespread  application  of  computer  tech¬ 
nology  to  inventory  control  and  stock  maintenance. 
Again,  a  blending  of  their  ideas  and  achievements  with 
our  own  can  be  helpful. 

We  welcome  this  newest  member  of  the  Federated 
family  because  we  believe  Ralphs  will  add  a  new  dimen¬ 
sion  to  your  company's  future  and  because  this  new 
enterprise  seems  to  us  to  reaffirm  the  validity  of  the 
concept  on  which  your  company  was  founded. 

Almost  forty  years  ago,  three  family  businesses  pooled 
their  interests  in  a  company  called  Federated.  They  “fed¬ 
erated”  because  they  wanted  to  diversify  their  risks— 
even  as  each  retained  its  well-known  local  name,  its 
local  reputation,  its  local  management.  Over  the  years, 
other  great  local  institutions  joined  the  federation— 
as  Ralphs  has  done  now. 

To  Federated  they  brought  their  local  acceptance  and 
their  outstanding  local  managements  who  became  part 
of,  and  made  contributions  to,  the  larger  pool  of  top 
Federated  talent. 

From  Federated,  they  received  broadly  based  finan¬ 
cial  support  for  their  growth  opportunities;  wider  fields 
for  their  talented  young  executives  who  now  had  the 
larger  corporation  to  grow  in;  access  to  a  home-office 
pool  of  specialized  services  no  one  of  them  could  singly 
afford;  and  the  challenges,  questions,  and  long-range 
guidance  of  a  central  management  unencumbered  by 
the  day-to-day  cares  of  storekeeping. 

We  welcome  Ralphs  for  another  reason.  Their  arrival 
tells  you— perhaps  better  than  anything  else  could— that, 
in  a  year  in  which  sales  and  earnings  set  new  records, 
our  state  of  mind  is  one  of  continuing  discontent.  In 
1967,  we  moved  into  two  retailing  fields  new  to  us  — 
Ralphs  and  Gold  Circle  Discount  Stores.  We  maintained 
our  pattern  of  substantial  investment  in  department 
store  expansion. 

We  did  these  things  because  our  aim  is  profitable 
growth.  We  will  grow  by  serving  the  American  cus¬ 
tomer  in  as  many  ways  and  in  as  many  places  as  we 
profitably  can. 
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Federated  Department  Stores,  Inc.  Consolidated  StatfimGflt  Of  IHCOITIB 


53  Weeks  Ended  52  Weeks  Ended 

February  3, 1 968  January  28, 1 967 


Net  Sales,  including  leased  department  sales . 

$1,680,746,955 

$1,560,662,947 

Rental  Income . 

4,091,580 

3,614,317 

Deduct : 

Cost  of  goods  sold  including  expenses. 

$1,684,838,535 

$1,564,277,264 

exclusive  of  items  listed  below . 

$1,422,756,657 

$1,321,308,103 

Taxes  other  than  federal  income  taxes . 

37,433,071 

34,060,696 

Depreciation  and  amortization . 

22,391,972 

20,451,521 

Rentals  (note  5) . 

15,766,240 

14,919,669 

Maintenance  and  repairs . 

15,025,206 

13,934,871 

Retired  employees  and  contributions  to  retirement  plans  .  . 

11,777,422 

12,246,824 

Interest  expense  — net  (note  6) . 

2,434,210 

1,758,329 

Total  costs  (note  7) . 

$1,527,584,778 

$1,418,680,013 

Income  Before  Federal  Income  Taxes . 

$  157,253,757 

$  145,597,251 

Federal  income  taxes . 

74,000,000 

68,956,000 

Net  Income . 

$  83,253,757 

$  76,641,251 

Electronic  data  processing  operation  at  Federated  headquarters  prepares  figures  for  management  review. 
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Federated  Department  Stores,  Inc.  ConSOlidfltCd  BdldllCG  Sh66t 


Assets  February  3, 1968  January  28, 1967 


Current  Assets: 

Cash  and  U.S.  Treasury  Bills . 

$  58,693,471 

$  49,906,017 

Accounts  receivable  (see  page  21) . 

309,847,694 

304,373,440 

Merchandise  inventories  (note  1) . 

194,783,354 

181,215,944 

Supplies  and  prepaid  expenses . 

7,435,230 

7,016,742 

Total  Current  Assets . 

$570,759,749 

$542,512,143 

Other  Assets: 

Real  estate  not  used  in  operations  —  at  cost, 

less  depreciation . 

$  7,851,106 

$  7,803,675 

Miscellaneous . 

11,864,054 
$  19,715,160 

11,963,080 
$  19,766,755 

Property  and  Equipment  —  net  (see  page  21) . 

296,049,200 

$886,524,109 

267,129,837 

$829,408,735 
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Liabilities 

February  3, 1968 

January  28, 1967 

Current  Liabilities: 

Accounts  payable  and  accrued  liabilities . 

$131,177,957 

$122,744,361 

Federal  income  taxes,  current  and  deferred . 

80,506,773 

79,439,320 

Notes  payable  and  long-term  debt  due  within  one  year  .... 

6,521,378 

4,987,167 

Total  Current  Liabilities . 

$218,206,108 

$207,170,848 

Provision  for  contingent  compensation,  net  of  taxes . 

22,489,758 

20,600,758 

Long-Term  Debt,  due  after  one  year  (note  2) . 

72,316,506 

75,656,577 

Shareholders’  Investment— 21,711,165  common  shares 

outstanding  at  February  3,  1968  (see  page  20) . 

573,511,737 

$886,524,109 

525,980,552 

$829,408,735 
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Federated  Department  stores,  inc.  Shareholders’  Investment 


February  3, 1968 

January  28, 1967 

Shareholders’  Investment: 

Common  stock,  par  value  $1.25  per  share,  authorized  25,000,000  shares, 

issued  22,684,696  and  22,616,007  shares  (notes  2  and  4) 

.  $  28,355,870 

$  28,270,009 

Capital  in  excess  of  par  value  of  common  stock  .... 

116,923,517 

113,972,675 

Accumulated  earnings  employed  in  the  business  .... 

461,385,772 

413,523,382 

$606,665,159 

$555,766,066 

Less  973,531  and  943,372  shares  of  treasury  stock  at  cost, 

substantially  all  of  which  are  for  possible  future 

issue  under  the  contingent  compensation  plan  .  . 

33,153,422 

29,785,514 

$573,511,737 

$525,980,552 

Common  Stock  Issued 

Capital  in  Excess 

of  Par  Value  of 

Shares 

Par  Value 

Common  Stock 

Par  Value  of  Common  Stock  and  Capital  in  Excess  of 

Par  Value  of  Common  Stock  increased  as  follows: 

Balance,  beginning  of  year . 

22,616,007 

$28,270,009 

$113,972,675 

Issued  upon  exercise  of  options . 

68,689 

85,861 

2,950,842 

Balance,  end  of  year . 

22,684,696 

$28,355,870 

$116,923,517 

53  Weeks  Ended 

52  Weeks  Ended 

February  3, 1968 

January  28, 1967 

Accumulated  Earnings  Employed  in  the  Business  changed  as  follows: 

Balance,  beginning  of  year . 

.  $413,523,382 

$372,305,228 

Net  income  for  the  year . 

83,253,757 

76,641,251 

$496,777,139 

$448,946,479 

Cash  dividends: 

Federated  common  stock— $1.70  and  $1.67Vfe  per  share  . 

35,404,626 

34,863,097 

Ralphs— prior  to  January  21,  1968  (note  3) . 

560,000 

560,000 

$460,812,513 

$413,523,382 

Add  adjustment  for  Ralphs  Industries  (note  3)  .  .  .  . 

573,259 

— 

Balance,  end  of  year . 

.  $461,385,772 

$413,523,382 

Shares 

Cost 

Treasury  Stock  changed  as  follows: 

Balance,  beginning  of  year . 

943,372 

$29,785,514 

Acquired . 

52,800 

3,842,408 

996,172 

$33,627,922 

Issued  under  contingent  compensation  plan . 

22,641 

474,500 

Balance,  end  of  year . 

973,531 

$33,153,422 
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Accounts  Receivable 


February  3, 1 968  January  28, 1 967 


Due  from  customers : 

Thirty-day  accounts . 

$  86,034,750 

$  91,232,193 

Deferred  payment  accounts . 

224,695,521 

213,951,496 

Other  accounts  receivable . 

10,690,191 

10,318,157 

$321,420,462 

$315,501,846 

Less  provision  for  possible  future  losses 

and  deferred  service  charges . 

11,572,768 

11,128,406 

$309,847,694 

$304,373,440 

Property  and  Equipment 

Cost 

Accumulated 

Depreciation 

and 

Amortization 

Net 

February  3, 1968: 

Land . 

$  43,271,972 

$ 

$  43,271,972 

Buildings  substantially  all  on  owned  land  .  .  . 

176,094,958 

48,497,745 

127,597,213 

Buildings  on  leased  land,  improvements  to 
leased  properties  and  leaseholds . 

79,468,284 

34,909,345 

44,558,939 

Store  fixtures  and  equipment . 

143,247,254 

62,626,178 

80,621,076 

$442,082,468 

$146,033,268 

$296,049,200 

January  28, 1967: 

Land . 

$  39,322,311 

$ 

$  39,322,311 

Buildings  substantially  all  on  owned  land  .  .  . 

154,122,821 

43,353,275 

110,769,546 

Buildings  on  leased  land,  improvements  to 
leased  properties  and  leaseholds . 

81,275,925 

34,293,231 

46,982,694 

Store  fixtures  and  equipment . 

131,870,954 

61,815,668 

70,055,286 

$406,592,011 

$139,462,174 

$267,129,837 
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Federated  Department  Stores,  Inc. 


Notes  to  Consolidated  Financial  Statements 


1.  Merchandise  Inventories  are  substantially  all  valued 
by  the  retail  method  and  stated  on  the  LIFO  (last-in, 
first-out)  basis,  which  is  lower  than  market.  They  are 
$24,216,284  lower  than  they  would  have  been  had  the 
first-in,  first-out  basis  been  used. 

2.  Long-Term  Debt  due  after  one  year  (interest  mostly 
at  4V2%)  consists  of  secured  notes  of  $5,816,510,  un¬ 
secured  notes  of  $46,499,996  and  convertible  deben¬ 
tures  of  $20,000,000.  Of  the  total,  $41,337,024  matures 
in  1972  and  the  balance  matures  annually  to  1985  in 
amounts  varying  from  $795,000  to  $3,236,000.  The 
debentures  are  convertible  into  common  stock  at  $82 
per  share  for  which  243,902  unissued  shares  of  com¬ 
mon  stock  are  reserved. 

3.  New  Subsidiary-On  January  21, 1968,  875,000  shares 
of  Federated  stock  were  issued  to  consummate  the  acqui¬ 
sition  of  all  outstanding  shares  of  preferred  and  com¬ 
mon  stock  of  Ralphs  Industries.  The  transaction  is 
treated  as  a  pooling  of  interests.  The  accompanying 
financial  statements  include  the  accounts  of  Ralphs  for 
the  year  ended  January  28,  1967  on  the  basis  of  Ralphs' 
fiscal  year  ended  October  30,  1966,  and  for  the  year 
ended  February  3, 1968  on  the  basis  of  an  annual  period 
ended  January  21,  1968.  An  addition  of  $573,259  has 
been  made  to  accumulated  earnings  employed  in  the 
business  to  reflect  Ralphs’  net  earnings  less  dividends 
from  October  30,  1966  to  January  22,  1967. 

4.  Stock  Options  for  526,656  shares  were  outstanding 
at  January  28,  1967  under  restricted  stock  option  plans, 
which  have  been  terminated  except  for  shares  already 
granted,  and  the  1964  qualified  stock  option  plan.  Dur¬ 


ing  the  year,  options  were  granted  for  94,500  shares  at 
$69  per  share,  were  cancelled  for  15,850  shares  at  $53 
to  $71  per  share,  and  were  exercised  for  68,689  shares 
at  $18  to  $55  per  share.  At  February  3,  1968,  options 
were  outstanding  for  536,617  shares  at  $18  to  $71  per 
share  (of  which  313,567  shares  were  exercisable)  and 
options  for  170,300  shares  were  available  for  additional 
grants. 

5.  Lease  Commitments  at  February  3,  1968,  provided  for 
aggregate  minimum  fixed  rentals  (exclusive  of  renewal 
options)  of  approximately  $13,300,000  in  each  of  the 
next  five  years.  The  average  annual  amounts  of  such 
rentals  by  five-year  periods  thereafter  are  $12,200,000, 
$9,500,000,  $6,300,000,  $2,500,000  and  $1,100,000. 
Most  leases  also  require  the  Company  to  pay  taxes  (re¬ 
corded  as  taxes)  and  other  expenses,  and  some  call  for 
additional  amounts  based  on  percentages  of  sales. 

6.  Interest  Expense  has  been  reduced  by  interest  in¬ 
come  of  $1,478,156  on  short-term  investments  for  the 
year  ended  February  3,  1968  and  $2,242,661  for  the 
prior  year. 

7.  Total  Costs  will  be  classified  in  the  annual  report  to 
the  Securities  and  Exchange  Commission  as  follows: 

Cost  of  sales,  including 
merchandise  alteration, 

occupancy  and  buying  costs  .  .  $1,228,828,096 

Selling,  publicity,  delivery  and 

administrative  expenses  .  .  .  296,322,472 

Interest  expense  — net  ....  2,434,210 

$1,527,584,778 
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Accountants'  Report 


Touche,  Ross,  Bailey  &  Smart 

80  Pine  Street,  New  York,  N.Y.  10005 

Board  of  Directors  and  Shareholders, 

Federated  Department  Stores,  Inc. 

We  have  examined  the  accompanying  consolidated 
balance  sheet  of  Federated  Department  Stores,  Inc.  and 
subsidiaries  as  of  February  3, 1968  and  the  related  state¬ 
ments  of  income,  shareholders'  investment  and  source 
and  application  of  funds  for  the  53  weeks  then  ended. 
Our  examination  was  made  in  accordance  with  gen¬ 
erally  accepted  auditing  standards,  and  accordingly  in¬ 
cluded  such  tests  of  the  accounting  records  and  such 
other  auditing  procedures  as  we  considered  necessary 
in  the  circumstances. 

In  our  opinion,  the  financial  statements  referred  to 
above  present  fairly  the  consolidated  financial  position 
of  Federated  Department  Stores,  Inc.  and  subsidiaries 
at  February  3,  1968,  and  the  results  of  their  operations 
and  the  source  and  application  of  funds  for  the  53  weeks 
then  ended,  in  conformity  with  generally  accepted  ac¬ 
counting  principles  applied  on  a  basis  consistent  with 
that  of  the  preceding  year. 

April  8,  1968.  Touche,  Ross,  Bailey  &  Smart 

Certified  Public  Accountants 


Source  and  Application  of  Funds 

53  Weeks  Ended  February  3, 1968 


Source  of  Funds: 

Net  income  for  year  .  .  . 

$  83,253,757 

Depreciation . 

22,391,972 

Disposition  of  property  .  . 

8,419,627 

Other . 

6,434,158 

$120,499,514 

Application  of  Funds: 

Dividends . 

$  35,964,626 

Property  and  equipment .  . 

60,222,523 

Increase  in  working  capital 

17,212,346 

Other . 

7,100,019 

$120,499,514 
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Federated  Department  Stores,  Inc. 


Consolidated  Ten-Year  Summary 


Notes: 

(1)  The  acquisition  of  Ralphs  in  1967  is  accounted  for  as  a 
pooling  of  interests.  The  accounts  of  Ralphs  are  included 
in  the  figures  for  fiscal  1967  and  1966.  Figures  for  prior 
years  have  not  been  restated. 

(2)  The  acquisitions  of  Bullock* s-Magnin  in  1964  and 
Rike*s  in  1959  were  accounted  for  as  poolings  of  interests ; 
figures  for  prior  years  have  not  been  restated. 

(3)  Adjusted  to  reflect  2-for-l  split  on  September  9, 1960 . 

(4)  Based  on  average  number  of  shares  outstanding 
during  the  year. 

(5)  Based  on  number  of  shares  outstanding  at  end  of  year. 

(6)  Before  deduction  of  accounts  sold  in  1964  and 
prior  years. 

(7)  Based  on  the  average  of  the  shareholders*  investment 
at  the  beginning  and  end  of  year. 


Operations  (dollars  in  thousands) 

Net  sales . 

Income  before  federal  income  taxes . 

Percent  of  sales . 

Federal  income  taxes . 

Net  income . 

Percent  of  sales . 

Dividends  paid . 

Earnings  retained . 

Capital  expenditures . 

Depreciation . 

Taxes  other  than  federal  income  taxes . 

Per  Share  of  Common  Stock 

Net  income(3)  (4) . 

Dividends(3) . 

Shareholders’  equity  (book  value)i3)  (5) . 

Year-End  Financial  Position  (dollars  in  thousands) 

Accounts  receivable*6* . 

Inventories . 

Working  capital . 

Property  and  equipment— net . 

Long-term  debt . 

Shareholders*  equity . 

Return  on  shareholders*  equity*7* . 

Statistics 

Number  of  department  stores  (at  end  of  year) . 

Number  of  square  feet  of  department  store  space 

(in  thousands) . 

Average  number  of  shares  outstanding  (in  thousands )<3>  . 
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196 7<» 

1966™ 

1965 

1964<*> 

1963 

1962 

1961 

1960 

1 959™ 

1958 

$1,680,747 

$1,560,663 

$1,330,737 

$1,257,035 

$967,696 

$930,009 

$886,052 

$811,873 

$784,064 

$675,711 

157,254 

9.4% 

145,597 

9.3% 

133,218 

10.0% 

125,955 

10.0% 

90,317 

9.3% 

77,883 

8.4% 

78,091 

8.8% 

68,664 

8.5% 

69,869 

8.9% 

57,787 

8.6% 

74,000 

68,956 

62,700 

61,486 

46,589 

40,697 

41,254 

35,695 

35,986 

29,702 

83,254 

5.0% 

76,641 

4.9% 

70,518 

5.3% 

64,469 

5.1% 

43,728 

4.5% 

37,186 

4.0% 

36,837 

4.2% 

32,969 

4.1% 

33,883 

4.3% 

28,085 

4.2% 

35,965 

47,289 

35,423 

41,218 

32,280 

38,238 

30,455 

34,014 

22,068 

21,660 

20,309 

16,877 

18,967 

17,870 

18,043 

14,926 

16,839 

17,044 

13,860 

14,225 

60,223 

22,392 

55,101 

20,452 

39,207 

17,006 

29,004 

16,565 

19,431 

11,809 

18,795 

11,270 

22,198 

10,560 

16,552 

10,033 

20,622 

9,169 

13,774 

8,063 

37,433 

34,061 

28,535 

26,183 

18,782 

18,288 

17,136 

15,207 

13,573 

10,980 

$  3.84 

1.70 

26.42 

$  3.53 

1.67)* 

24.27 

$  3.39 

1.55 

21.81 

$  3.09 

1.45 

20.07 

$  2.53 

1.27& 

17.96 

$  2.15 

1.17X 

16.76 

$  2.14 

1.10 

15.85 

$  1.92 

1.05 

14.87 

$  2.01 

1.00 

14.05 

$  1.83 

.90 

12.68 

$309,848 

194,783 

352,554 

$304,373 

181,216 

335,341 

$283,021 

153,786 

331,436 

$262,773 

141,869 

293,034 

$207,371 

109,297 

200,561 

$198,846 

106,667 

188,079 

$186,286 

99,802 

175,806 

$174,670 

85,311 

168,215 

$160,360 

86,136 

160,593 

$135,409 

70,288 

137,941 

303,900 

274,934 

208,287 

189,094 

130,397 

125,548 

122,025 

112,490 

105,660 

80,220 

72,317 

573,512 

15.1% 

75,657 

525,981 

15.1% 

76,365 

453,771 

16.2% 

56,289 

417,672 

16.0% 

10,662 

311,329 

14.6% 

16,002 

289,752 

13.2% 

18,303 

273,649 

13.9% 

20,678 

255,750 

13.3% 

21,127 

240,827 

14.9% 

19,165 

195,462 

14.9% 

98 

91 

87 

84 

60 

58 

54 

47 

44 

42 

20,528 

21,696 

19,369 

21,688 

18,203 

20,825 

17,300 

20,848 

13,870 

17,301 

13,321 

17,283 

12,559 

17,237 

11,624 

17,176 

11,389 

16,881 

9,950 

15,391 
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At  the  close  of  the  1967  fiscal  year ,  Federated  operated 
98  department  and  specialty  stores ,  including  branches ,  in 
major  market  areas  from  Massachusetts  to  California  and 
Washington  to  Florida.  Ralphs  Industries ,  newest 
member  of  the  Federated  family ,  consists  of  52  quality 
supermarkets  in  Greater  Los  Angeles  and  attendant 
manufacturing  and  distribution  facilities.  Gold  Circle 
Discount  Stores  will  open  its  first  units  in  1968. 


Abraham  &  Straus 

Established  1865 

Sidney  L.  Solomon,  Chairman  of  the  Board 
Walter  N.  Rothschild,  Jr.,  President 


★  Main  stores 

♦  1967  opening 

•  1968  opening 


★  Brooklyn ,  New  York  Hempstead  (1968  expansion) 

Babylon  Huntington 

Garden  City  Manhasset 


Bloomingdale’s 

Established  1872 

Lawrence  Lachman,  President 

Harold  Krensky,  Chairman  of  the  Board 

Marvin  S.  Traub,  Executive  Vice  President 

★  Manhattan ,  New  York  New  Rochelle ,  New  York 

(1967  expansion )  Stamford ,  Connecticut 

Fresh  Meadows  Bergen  County ,  New  Jersey 

Long  Island ,  New  York  ♦  Short  Hills ,  New  Jersey 


Boston  Store 

Established  1906 

Peter  G.  Scotese,  Chairman  of  the  Board 
Orren  J.  Bradley,  President 

★  Milwaukee ,  Wisconsin 

Bay  Shore  ♦  Brookfield 

Boston  Village  Point  Loomis 


Foley  s  Northwest  Mall  (left)  and  Bloomingdale 
Short  Hills  (above)  are  two  of  eight 
Federated  branch  stores  built  in  1967. 


Bullock’s-Magnin  Co. 

Established  1906 

Walter  W.  Candy,  Jr.,  Chairman  of  the  Board 

BullOCk’S  Established  1906 

Frank  G.  Gillett,  Chairman  of  the  Board 

Walter  L.  Bergquist,  President 

Los  Angeles ,  California  Pasadena 

Del  Amo  Santa  Ana 

•  La  Habra  San  Fernando  Valley 

Lakewood  Westwood 

Palm  Springs  Wilshire 


I.  Magnin  &  Co.  Established  1876 
William  P.  Keeshan,  President 
Eric  M.  Stanford,  Executive  Vice  President 
Robert  Shannon,  Executive  Vice  President 

★  San  Francisco ,  California  Sacramento 
Beverly  Hills 
Carmel 

★  Del  Amo 
Fresno 
La  Jolla 
Los  Angeles 
Oakland 

★  Palm  Springs 
Palo  Alto 
Pasadena 

Burdine’s 

Established  1898 

Thomas  C.  Wasmuth,  Chairman  of  the  Board 
Martin  B.  Clark,  President 

★  Miami ,  Florida 
163rd  Street 
Dadeland 
Ft.  Lauderdale 

Fedway  Stores 

Established  1952 
James  B.  Wilson,  President 

★  Pomona ,  California 

★  Albuquerque ,  New  Mexico 
W  inrock 

★  Amarillo ,  Texas 

Filene’s 

Established  1852 

Richard  G.  Shapiro,  Chairman  of  the  Board 
Ralph  B.  Pendery,  President 

★  Boston ,  Massachusetts 
Belmont 

Braintree  (South  Shore) 

★  Burlington 
Chestnut  Hill 
Hyannis 

Foley’s 

Established  1900 
Milton  S.  Berman,  Chairman  of  the  Board 
Stewart  Orton,  President 

★  Houston ,  Texas  Pasadena 

Almeda  Mall  Sharpstown 

★  Northwest  Mall  (1967  expansion) 

Gold  Circle  Discount  Stores 

Established  1967 
Hal  W.  Field,  President 

★  Columbus  North  •  Columbus  East 


Natick 

Peabody  (North  Shore) 
Wellesley 
Winchester 
Worcester 


Miami  Beach 
West  Palm  Beach 
♦  Westland 


★  Corpus  Christi ,  Texas 

★  Longview,  Texas 

★  Wichita  Falls,  Texas 


San  Fernando  Valley 
San  Mateo 
Santa  Ana 
Santa  Barbara 
Santa  Clara 
♦  Walnut  Creek 
Phoenix,  Arizona 
Portland,  Oregon 
Seattle,  Washington 


I.  Magnin  Walnut  Creek 


ffjjjjjjjjjjjjjjjjjr 


I.  Magnin  Palm  Springs 


1.  Magnin  Del  Amo 
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Goldsmith’s 

Established  1870 

Raymond  H.  Cummins,  President 

Edwin  M.  Marks,  Chairman  of  the  Board 

★  Memphis ,  Tennessee  Southland  Mall 

Oak  Court 

Lazarus 

Established  1851 

Robert  Lazarus,  Chairman  of  the  Board 
Charles  Y.  Lazarus,  President 

★  Columbus ,  Ohio  Northland  (1968  expansion) 

★  Eastland  Westland 


Milwaukee  Boston  Store  Brookfield 


Levy’s 

Established  1903 

Leon  Levy,  Chairman  of  the  Board 
Henry  Quinto,  President 

★  Tucson ,  Arizona 
El  Con 

Ralphs  Industries 

Established  1873 

Richard  Ralphs,  Chairman  of  the  Board 
Albert  Ralphs,  Jr.,  President 

Eugene  Walsh,  Executive  Vice  President  &  General  Manager 
(Fifty-two  supermarkets  in  Greater  Los  Angeles ; 
four  additional  markets  to  open  in  1968.) 

Rike’s 

Established  1853 

David  L.  Rike,  Chairman  of  the  Board 
Roy  Eberhard,  President 

★  Dayton,  Ohio  Kettering 

(1967  expansion)  Salem 


Sanger-Harris 

Established  1857 

Weston  P.  Figgins,  President 

Albert  M.  Kronick,  Chairman  of  the  Board 

★  Dallas,  Texas  Oak  Cliff  Harris  Center 

Big  Town  Plymouth  Park 

Highland  Park  Preston  Center 

Shillito’s 

Established  1830 

Fred  Lazarus,  III,  Chairman  of  the  Board 
Ross  F.  Anderson,  President 

★  Cincinnati,  Ohio  Tri-County 

Kenwood  Western  Woods 


Burdine’s  Westland 


Board  of  Directors 


Dillon  Anderson 
Attorney 

Baker ,  Botts ,  Shepherd 
&  Coates 

Walter  W.  Candy,  Jr. 
Chairman  of  the  Board 
Bullock' s-Magnin  Co. 

J.  Edward  Davidson 
Consultant 

Alfred  M.  Gruenther* 
General ,  U.S.A.  (retired) 
Consultant 

Walter  M.  Heymann* 
Director 

The  First  National  Bank 
of  Chicago 


Officers 


Fred  Lazarus,  Jr. 
Chairman  of  the 
Executive  Committee 

Ralph  Lazarus 
Chairman  of  the  Board 

J.  Paul  Sticht 
President 

Maurice  Lazarus 
Vice  Chairman  of 
the  Board 

Robert  M.  Fuoss 
Executive  Vice  President 

Richard  L.  Knight 
Executive  Vice  President 

Herbert  S.  Landsman 
Executive  Vice  President 


Transfer  Agents 


Manufacturers  Hanover 
Trust  Company 
40  Wall  Street , 

New  York,  N.Y.  10015 


Howard  W.  Johnson* 
President 

Massachusetts  Institute 
of  Technology 

Fred  Lazarus,  Jr.* 
Chairman  of  the  Executive 
Committee ,  Federated 
Department  Stores,  Inc. 

Maurice  Lazarus* 

Vice  Chairman  of  the 
Board,  Federated 
Department  Stores,  Inc. 

Ralph  Lazarus* 

Chairman  of  the  Board 
Federated  Department 
Stores,  Inc. 


Walter  L.  Bergquist 
Vice  President 

Milton  S.  Berman 
Vice  President 

Walter  W.  Candy,  Jr. 
Vice  President 

Raymond  H.  Cummins 
Vice  President 

Weston  P.  Figgins 
Vice  President 

Frank  G.  Gillett 
Vice  President 

Clinton  F.  Herby 
Vice  President 

John  Paul  Jones 
Vice  President 


Security  First 
National  Bank 
124  West  Fourth  Street, 
Los  Angeles,  Calif.  90013 


Robert  Lazarus* 
Chairman  of  the  Board 
Lazarus 

Walter  L.  Lingle,  Jr. 
Executive  Vice  President 
The  Procter  &  Gamble  Co. 

Paul  M.  Mazur* 

Partner 

Lehman  Brothers 

David  L.  Rike* 

Chairman  of  the  Board 
Rike's 


William  P.  Keeshan 
Vice  President 

Bernard  S.  Klayf 
Vice  President 

Harold  Krensky 
Vice  President 

Lawrence  Lachman 
Vice  President 

Charles  Y.  Lazarus 
Vice  President 

Fred  Lazarus  III 
Vice  President 

Robert  Lazarus 
Vice  President 

Kenneth  C.  Richmond 
Vice  President 


Registrars 


Bankers  Trust  Company 
16  Wall  Street, 

New  York,  N.Y.  10015 


James  S.  Schoff 
Chairman  of  the  Executive 
Committee,  Blooming  dale's 

T.  Spencer  Shore* 

President 

Eagle-Picker  Industries,  Inc . 

Sidney  L.  Solomon* 
Chairman  of  the  Board 
Abraham  &  Straus 

J.  Paul  Sticht* 

President 

Federated  Department 
Stores,  Inc. 


David  L.  Rike 
Vice  President 

Peter  G.  Scotese 
Vice  President 

Richard  G.  Shapiro 
Vice  President 

Sidney  L.  Solomon 
Vice  President 

Herbert  A.  Tripp,  Jr. 
Vice  President 

Thomas  C.  Wasmuth 
Vice  President 

Martin  Riger 
Vice  President  & 
Secretary 

Albert  B.  Glaser 
Treasurer 


Crocker-Citizens 
National  Bank 
457  South  Spring  Street, 
Los  Angeles,  Calif.  90013 


* Members  of  the  Executive  Committee 
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